PHILIP MORRIS INTERNATIONAL 
INTER-OFFICE CORRESPONDENCE 
IOO Park Avenue, H.Y.» N.Y. 10017 


To: 

Mr. George Weissman 

Date: 

June 19, 1969 

Front 

Hugh Cullman 

Number: 


Subject: 4 

Proposed Acquisition of a 51 Percent Interest in E. 
(Incorporated in the Dominican Republic) 

Leon Jimenes C. Por A. 


1. Authorization Requested 




Philip Morris International respectfully requests that the Board of 
Directors grant the proper officers of the company the authority to 
purchase a controlling interest in E. Leon Jimenes C. por A. (herein 
E.L.J.), a large manufacturer of cigarettes in the Dominican Republic. 

t 

The extent of this authority may be expressed in dollars as follows: 


Acquisition of Common Shares of E.L.J. 
representing 51% controlling interest 

Acquisition of additional Common Shares 
under options expiring October 1, 1976 
if necessary to retain control 

Provision for Expenses and Contingencies 


$2,530,000 

$ 173,000 

$ 97,000 

$2,800,000 


In addition, authority is requested to guarantee bank loans to E.L.J. 
up to $750,000 for the purposes of carrying out certain factory improve¬ 
ments and commencement of a Burley and Virginia tobacco growing program. 


2. Background 

Philip Morris has been interested in the Dominican Republic cigarette 
market for many years as a result of very high local profit margins and 
the strong popularity of our Marlboro brand. Our efforts to enter the 
market in the past have not been fruitful .because of our inability to 
acquire any significant equity interest, the limited profit from available 
licensing agreements, and the poor prevailing political climate. Until 
1963 the only sizable cigarette manufacturer in the market was a govern¬ 
ment controlled company. 

However, in that year, E.L.J., previously established in 1903 for the 
manufacture of cigars, entered the cigarette business with the opening 
of a modern plant in the city of Santiago. Since that time the company 
has been able to obtain approximately 24 percent of the total market 
and 31 percent of the faster growing and more profitable rubio market. 


Source: https://www.industrydocuments.ucsf.edu/docs/lsgmOOOO 


2012580585 



Hr. George Weissman 


2 


June 19, 1969 


Recent operating results of E.L.J. are as follows: 



Cigarette 

Sales M 

Dollar 

Sales 

Income After 
Taxes 

1964 

582,710 

$10,365,000 

$ 259,800 

1965 

473,135 

9,001,900 

184,400 

1966 

524,615 

9,437,700 

(112,900) 

1967 

533,885 

9,012,700 

203,000 

1968 

431,878 

8,505,900 

34,100 


The erratic sales and profit picture reflects normal start-up problems 
and political and economic conditions which prevailed in the Dominican 
Republic during the period 1965/67, The 1968 results were affected by 
a local price increase which caused a substantial sales drop in the 
company's leading black cigarette brand. ' .. 

The Leon family, which owns approximately 70% of the outstanding shares 
of E.L.J. has now agreed to the acquisition of a controlling interest 
by Philip Morris in the Dominican company. P.M.I. management is of the 
opinion that our association with this local company and the license to 
it of Philip Morris trademarks will result in an increase in E.L.J.'s 
share of market and a substantial improvement in its profitability. 

3. Proposed Transaction 

It is proposed that ownership of the controlling interest in E.L.J. be 
held by Philip Morris International Finance Corporation ("Finance"), 
which must supply the funds for the acquisition in order to comply with 
U,S. balance of payments requirements. 

Under the proposed transaction approximately 90% of the $2,530,000 
acquisition cost will remain in the corporation, $1,870,000 as a result 
of the issuance of new shares to Finance, and an additional $338,000 as 
a result of the repayment of existing stockholder loans. 

Philip Morris has agreed to the Issuance by E.L.J. of options expiring 
on October 1, 1976, to certain family members to purchase a total of 
6,920 new shares at par value in return for the surrender of existing 
family shares at the closing of the transaction to further reduce 
shareholders' loans. This has given rise to the need for issuance of 
options for a similar number to Finance in order to permit us to main¬ 
tain our controlling interest in E.L.J. Although authorization to 
exercise such options Is requested, it is not contemplated that we w i ll 
take up the shares unless necessary to retain this control. 

The substantial and attractive excise tax and duty savings resulting 
from the use of locally-grown tobacco makes the commencement of a rubio 
tobacco leaf growing program most attractive. This will necessitate 
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additional borrowing as to which the authorization fox guarantee by Philip 
Morris is requested. 

It is anticipated that the four members of the Leon family presently 
active in the management of E.L.J. will continue with the company under 
employment contracts to be entered into with them. 

4. Political Climate 

As noted above, the political situation in the Dominican Republic has 
caused grave concern in considering any past investment. However, recent 
indications are that the country is approaching stability. 

After Trujillo 1 s assassination in 1961, the Dominican Republic deteriorated 
steadily until the 1965 Civil War erupted and the U.S. Government intervened. 
As a result of this intervention a provisional government was installed and 
shortly thereafter ellections were held. These resulted in the election 
of Joaquin Balaguer and a period of relative calm in the country. 

Balaguer will finish his term in office in 1970 and, although he has not 
as yet indicated his plans, it is assumed that he will choose to run for 
reelection next year. The only other candidate^ given a chance of election 
to the presidency are Hector Garcia Godoy (former President during the 
care-taker government) and the present Vice President Lora. Under any of 
these three choices, people seem rather confident that at least for the 
next five years, one should expect no serious upheavals. 

P.M.I. management has obtained favorable opinions regarding the advisability 
of an investment in the Dominican Republic at this time from various sources 
in Washington, including interested U.S, government agencies and two large 
Washington law firms already well acquainted with the country through their 
representation of other American interests in the area. All indications are 
that the U.S. Government has made a moral commitment to assist the Dominican 
Republic and the improved political and economic climate has resulted in 
a substantial number of new investments on the part of U.S. companies. 

5. Investment Guarantees 

As with our investment in Nigeria, it is our intention to apply for and 
obtain to the extent possible extended risk guarantees from the Agency 
for International Development. We* Understand that expropriation, non - 
convertibility and war risk coverages are available with respect to our 
proposed investment and should be forthcoming. 

The business, brands, financial, history and other pertinent information 
regarding E.L.J. are more fully described in the balance of the material 
attached. 


Very respectfully, 

HC:ss Hugh Cullman 
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